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Foreword 


The purpose of this brochure is to assist corpora- 
tions in the preparation of applications for a grant 
under the Industrial Research and Development 
Incentives Act (IRDIA). 

The Act and Regulations made under the Act, 
which form parts A and B of this brochure, 
govern the terms of the law by which the amount 
of grant under the Act is determined and paid. 

The other parts of the brochure are designed 
to aid in the preparation of applications in ac- 
cordance with the Act and Regulations. 

Corporations are advised to read the brochure 
carefully if they anticipate making an application 
for a grant or requesting a prior opinion. 

If in doubt or if further assistance is required, 
corporations are invited to write or telephone an 
applicable line branch, or the IRDIA Program 
Office of the Department of Industry, Trade and 
Commerce, Ottawa, Ontario K1A OH5. 


IRDIA Program Office (613) 996-2501 
(General Information) (613) 992-1476 


Branch (Industry Sector Information) 


Agriculture, Fisheries and Food 
Products Branch 


Chemicals Branch 
Electrical and Electronics 


Branch 
Grain Marketing Office 112 Kent Street 
Machinery Branch Ottawa, Ontario 


Resource Industries and K1A OHS 


Construction Branch 


Textiles and Consumer 
Products Branch 


Transportation Industries 
Branch 


Officers in the branch that relates to your sector of 
industry will be pleased to provide additional 
information on the program. 


Corporations may also contact the Regional Directors 
of the Department at the Regional Offices listed 
below for information on this program or other 
Departmental Programs. 


General Enquiries (Ottawa) (613) 996-0578 


Regional Offices 


NEWFOUNDLAND MANITOBA 


LABRADOR 


210 Water Street 

St. John’s, Newfoundland 
A1C 1A9 

Tel: (709) 722-6074 
Telex: 016-4749 


Suite 1124, Duke Tower 


NOVA SCOTIA 


Suite 1104 

Royal Bank Building 

220 Portage Avenue 
Winnipeg, Manitoba R3C OA5 
Tel: (204) 985-2381 

Telex: 07-57624 


5251 Duke Street, Scotia Square 
Halifax, Nova Scotia B3J 1N9 
Tel: (902) 426-3851 

Telex: 019-21829 


Eastern Canada Building 
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Room 980 

2002 Victoria Avenue 

Regina, Saskatchewan S4P OR7 
Tel: (306) 525-9814 
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Short title 


Definitions: 


“Applicant” 


“Application” 


“Approved” 


“Average of eligible 


current expenditures” 


“Base period’ 


“Corporation” 


“Eligible current 


expenditures” 


“Fiscal period” 


“Grant’’ 


“Grant period’ 


*“Minister”’ 


“Regulation” 


Associated 
corporations 
(As amended 

June 11, 1970) 


Part A 
Industrial Research and Development 
Incentives Act. 


14-15-16 Elizabeth II. 

Chapter 82 

An Act to provide general incentives to industry 
for the expansion of scientific research and devel- 
opment in Canada and to effect certain related 
amendments to the Income Tax Act. 

(Assented to 10th March, 1967.) 

Her Majesty, by and with the advice and consent 
of the Senate and House of Commons of Canada, 
enacts as follows: 


Short Title. 


1. This Act may be cited as the /ndustrial 
Research and Development Incentives Act. 


Interpretation. 


2. (1) In this Act, 
(a) ‘‘applicant’’ means a corporation that has 
applied for a grant; 
(6) ‘‘application’’ means an application for a 
grant; 
““approved’’ means approved by the 
Minister; 


— 


(c 


(d) ‘average of eligible current expenditures”’ 
by a corporation in its base period means 
an amount calculated in accordance with 
section 7; 

(e) ‘base period” of a corporation has the 
meaning assigned by section 6; 

(f) “‘corporation’’ means a corporation incor- 

porated in and carrying on business in 

Canada, other than a corporation that is 

exempt from tax under Part | on the /ncome 

Tax Act by section 62 of that Act; 

“eligible current expenditures” by a cor- 

poration ina fiscal period means an amount 

calculated in accordance with section 5; 

“fiscal period”’ in respect of a corporation 

has the same meaning as in the /ncome 

Tax Act; 

(/) “‘grant’’ means a scientific research and 
development grant under this Act; 

(j) “grant period’’ means the fiscal period of 

an applicant in respect of which an appli- 

cation is made; 

““Minister’’ means the Minister of Industry; 

and 

(/) “regulation’’ means a regulation made by 

the Governor in Council pursuant to sec- 
tion 14. 

(2) An applicant and any other corporation that 
were, for the purposes of section 39 of the 
Income Tax Act, associated with each other ina 
fiscal period of the applicant shall be deemed to 
have been associated with each other in that 
period for the purposes of this Act unless it is 
established to the satisfaction of the Minister that 
they dealt with each other at arm’s length during 
that period. 


q 


(A 


— 


(k 


~— 


Other expressions 


Scientific research and 
development grant authorized 


Research and development 
likely to benefit Canada 


Application 


(3) A reference in this Act 

(a) to a fiscal period or a grant period ending 
in a calendar year, means the fiscal period 
or the grant period, as the case may be, 
ending in or coinciding with that year; 

(6) to a fiscal period ending in a grant period, 
means a fiscal period coinciding with that 
grant period or the fiscal period ending 
first in the same calendar year as that grant 
period; and 

(c) to expenditures on or for scientific re- 
search and development, includes only 
expenditures incurred for and wholly attrib- 
utable to the prosecution of or the provi- 
sion of facilities for the prosecution of 
scientific research and development in 
Canada and such other expenditures attrib- 
utable to the prosecution of or the provi- 
sion of facilities for the prosecution of 
scientific research and development in 
Canada as may be prescribed by regulation. 


Scientific Research and Development Grants. 


3. (1) Upon application therefor to the Minister 
by a corporation that has made expenditures on 
scientific research and development in a fiscal 
period of the corporation, the Minister may, sub- 
ject to this Act and the Regulations, authorize 
the payment to the corporation of a scientific 
research and development grant in respect of 
those expenditures. 

(2) No expenditure by a corporation in respect 
of scientific research and development shall be 
taken into account for the purposes of any provi- 
sion of this Act unless the Minister, on the basis 
of such information as is submitted to him pur- 
suant to this Act and such other information as he 
considers relevant, is satisfied that the scientific 
research and development in respect of which the 
expenditure was made is likely to result in bene- 
fit to Canada if it is successful, and, where the 
Minister is not so satisfied, 

(a) no amount paid to the corporation in re- 
spect of such scientific research and devel- 
opment, and 

(6b) no property acquired by the corporation for 
the purposes of such scientific research 
and development, 

shall be taken into account for the purposes of 
any provision of this Act. 

(3) An application under subsection (1) 

(a) shall be made within 

(i) the six months next following the end 
of the applicant’s grant period, 


Extension of time 


Amount of grant 


Associated corporations 


(ii) where the applicant was associated in 
its grant period with another corpora- 
tion, the six months next following the 
end of the fiscal period of the other 
corporation ending in the grant period, 

(iii) where the applicant was associated in 
its grant period with two or more other 
corporations, the six months next fol- 
lowing the end of the last of the asso- 
ciated corporations’ fiscal periods 
ending in the grant period, or 

(iv) the six months next following the day 
on which this Act comes into force, 
whichever period ends last; 


shall contain such information as is speci- 
fied by a regulation made under paragraph 
(c) of section 14 and as may be prescribed 
by the Minister; and 

(c) shall be in such form and be certified in 

such manner as may be prescribed by the 
Minister. 

(4) If the Minister is satisfied that circum- 
stances not reasonably within the control of a 
corporation justify an extension of the period 
fixed by paragraph (a) of subsection (3) within 
which an application by the corporation shall be 
made, he may extend the period, either before 
or after the expiration thereof. 


(b 


— 


Calculation of Grant. 
4. (1) A grant authorized by the Minister to be 
paid to an applicant, other than an applicant re- 
ferred to in subsection (2), shall be an amount 
equal to 25% of the aggregate of 

(a) the capital expenditures by the applicant in 

its grant period on scientific research and 
development related to the business and 
directly undertaken by or on behalf of the 
applicant; and 

(b) the amount by which the eligible current 

expenditures by the applicant in its grant 
period exceeds the average of eligible 
current expenditures by the applicant in its 
base period. 

(2) Where an applicant was associated with 
one or more other corporations in the applicant's 
grant period, a grant authorized by the Minister 
to be paid to the applicant shall be an amount 
equal to 25% of the aggregate of 

(a) the capital expenditures by the applicant in 

its grant period on scientific research and 
development related to the business and 
directly undertaken by or on behalf of the 
applicant; 


(b) and where 
(i) the eligible current expenditures by the 
applicant in its grant period exceed 
the average of eligible current expendi- 
tures by the applicant in its base 
period (the amount of which excess 
is hereinafter referred to as “‘the 
applicant’s increase’’), and 
(ii) the aggregate of 
(A) the eligible current expenditures 
by the applicant in its grant period, 
and 
(B) the total of the eligible current 
expenditures by each of the cor- 
porations associated with the ap- 
plicant in its grant period, in the 
fiscal periods of the associated 
corporations ending in the grant 
period, 
exceeds the aggregate of 
(C) the average of eligible current 
expenditures by the applicant in 
its base period, and 
(D) the total of the averages of eligi- 
ble current expenditures by each 
of the corporations whose eligible 
current expenditures are required 
to be included for the purposes 
of clause (B), in the base periods 
of the corporations 
(the amount of which excess is herein- 
after referred to as ‘‘the association’s 
increase’’), 
that proportion of the association’s increase 
that the applicant’s increase is of the 
aggregate of 
(iii) the applicant’s increase, and 
(iv) where the eligible current expenditures 
by any corporation associated with the 
applicant in its grant period, in the 
fiscal period of the associated corpo- 
ration ending in the grant period, 
exceed the average of eligible current 
expenditures by the associated cor- 
poration in its base period, the total of 
the amounts of such excesses for each 
of the corporations associated with 
the applicant in its grant period. 
Where associated (3) Notwithstanding subsection (1) or (2), 
in base period only : - j 
where an applicant was associated in any fiscal 
period included in its base period with a cor- 
poration 
(a) with which the applicant was not asso- 
ciated in its grant period, and 


(b) in respect of which all or substantially all 
the business that was carried on by that 
corporation in its last fiscal period before 
such association ended was acquired in 
any manner whatever by 

(i) the applicant, 

(ii) one or more corporations associated 
with the applicant in the applicant's 
grant period, or 

(iii) by the applicant and one or more cor- 
porations described in subpara- 
graph (ii), 

an amount equal to one-fifth of the eligible current 
expenditures by that corporation in any of its 
fiscal periods ending in any such fiscal period of 
the applicant in which the applicant and that 
corporation were associated shall be added, 

(c) for the purposes of paragraph (6) of sub- 
section (1), to the average of eligible cur- 
rent expenditures by the applicant in its 
base period, or 

(d) for the purposes of subparagraph (ii) of 
paragraph (6) of subsection (2), to the 
aggregate of the amounts determined pur- 
suant to clauses (C) and (D) of that sub- 
paragraph, 

whichever is applicable. 
Expenditures (4) No capital expenditure in respect of 
BT (a) land upon which movable or immovable 
property is or may be situated, 

(b) any property that is acquired by the appli- 
cant in its grant period and that 

(i) is sold or otherwise disposed of by the 
applicant, 

(ii) ceases to be used by the applicant for 
the purposes of scientific research and 
development, or 

(iii) is lost or destroyed 

in the grant period, or 

(c) the replacement or repair of lost, damaged 
or destroyed property, other than property 
to which paragraph (6) applies, where an 
amount has been paid or is payable under a 
policy of insurance in respect of the loss, 
damage or destruction and no amount has 
become payable by the applicant to Her 
Majesty by virtue of section 10 in respect 
thereof, 

shall be included for the purposes of this section, 
and no expenditure 

(d) that in the opinion of the Minister is not 
reasonable in the circumstances, or 

(e) that is made wholly or mainly to acquire 
rights in or arising out of scientific research, 

shall be included for the purposes of this section 
or section 5. 


Eligible current 
expenditures 


(As amended 
June 11, 1970) 


Determination of Eligible Current Expenditures. 
5. (1) The eligible current expenditures by a cor- 
poration in a fiscal period of the corporation is 
an amount equal to 
(a) the aggregate of the current expenditures 


in Canada by the corporation in the fiscal 
period 
(i) on scientific research and development 
related to the business and directly 
undertaken by or on behalf of the cor- 
poration, 
(ii) by way of payments 

(A) to an approved association, uni- 
versity, college, research institute 
or other similar institution, 

(B) to a company incorporated in and 
resident in Canada and exempt 
from tax under Part | of the 
Income Tax Act by paragraph (gc) 
of subsection (1) of section 62 
of that Act, or 

(C) to another corporation, 

for scientific research and develop- 

ment related to the class of business 

of the corporation, and 

(iii) by way of repayments to Her Majesty 
of or on account of such amounts paid 
under an Appropriation Act for the 
purpose of advancing or sustaining the 
technological capability of Canadian 
manufacturing or other industry as 
were, in the opinion of the Minister, 
paid for scientific research and devel- 
opment, 


minus the aggregate of 
(b) any amount paid to the corporation in the 


(c 


) 


fiscal period in respect of scientific research 
and development, other than an amount 
paid as a grant under this Act; 
subject to any regulation made under para- 
graph (e) of section 14, where property 
acquired by the corporation for the pur- 
poses of scientific research and develop- 
ment, and in respect of the acquisition of 
which a current expenditure was made 
by the corporation, 

(i) is sold or otherwise disposed of by the 

corporation, 

(ii) ceases to be used by the corporation 
for the purposes of scientific research 
and development, or 

(iii) is lost or destroyed, 

in the fiscal period, an amount prescribed 
by regulation; and 


Idem 


Scientific research and 
development related 
to a business 


Base period 


Base period fiscal periods 
less than 365 


(d) subject to any regulation made under para- 
graph (f) of section 14, where the corpo- 
ration in the fiscal period sells or otherwise 
disposes of goods or services in the pro- 
duction or performance of which property 
acquired by the corporation for the pur- 
poses of scientific research and develop- 
ment is utilized, an amount prescribed by 
regulation. 

(2) Notwithstanding subsection (1), where, in 
determining the eligible current expenditures by a 
corporation in a fiscal period in accordance with 
subsection (1), the aggregate of all amounts 
described in paragraphs (b) to (d) of that sub- 
section exceeds the aggregate of the current 
expenditures described in paragraph (a) thereof, 

(a) the eligible current expenditures by the 
corporation in that fiscal period shall be 
deemed to be zero; and 
where the eligible current expenditures by 
the corporation in that fiscal period are re- 
quired to be included for the purposes of 
clause (B) of subparagraph (ii) of para- 
graph (6) of subsection (2) of section 4, 
the total referred to in the said clause (B) 
shall be reduced by the amount of such 
excess. 

(3) References in this section to scientific re- 
search and development relating to a business or 
class of business include any scientific research 
and development that may lead to or facilitate an 
extension of that business or business of that 
class. 


(b 


~— 


Base Period. 


6. (1) Subject to this section, the base period 
(a) of an applicant is the five fiscal periods of 
the applicant immediately preceding its 
grant period; and 
(6) of a corporation associated with the appli- 
cant in its grant period is the five fiscal 
periods of the associated corporation im- 
mediately preceding its fiscal period ending 
in the grant period. 
(2) Where any of the five fiscal periods 
(a) of an applicant, or 
(6) of a corporation associated with the appli- 
cant in its grant period, 
referred to in subsection (1) is less than 365 days, 
the base period of the applicant or the associated 
corporation, as the case may be, is the minimum 
number of consecutive fiscal periods thereof, im- 
mediately preceding the grant period or the fiscal 
period ending in the grant period, as the case may 
be, necessary to comprise at least 1,826 days. 


Deemed lee (3) Where the applicant ora corporation asso- 
ciated with the applicant in its grant period has 
had no fiscal periods or an insufficient number of 
fiscal periods to constitute a base period within 
the meaning of subsection (1) or (2) the applicant 
or that corporation, as the case may be, shall be 
deemed to have had a number of added fiscal 
periods sufficient to constitute a base period 
within the meaning of subsection (1) or (2), but 
the eligible current expenditures of the applicant 
or that corporation, as the case may be, in any 
such added fiscal period shall be deemed to be 
zero. 

(As added (4) Notwithstanding subsection (3), where the 

gute.) applicant or a corporation associated with the 
applicant in its grant period is a corporation formed 
by an amalgamation of two or more corporations 
(hereinafter referred to as the ‘‘predecessor cor- 
porations’’) in the manner described in subsec- 
tion (1) of section 85i of the /ncome Tax Act, the 
eligible current expenditures of the applicant or 
the associated corporation, as the case may be, in 
any fiscal periods added by subsection (3) to 
constitute a base period for the applicant or the 
associated corporation shall be deemed to be the 
aggregate of any eligible current expenditures 
of the predecessor corporations in any fiscal 
periods of those predecessor corporations ending 
in the fiscal periods of the applicant or the asso- 
ciated corporation, as the case may be, added 
by subsection (3). 


Determination of Average of Eligible Current 
Expenditures in Base Period. 
Average of eligible 7. (1) Subject to this section, the average of 
vane: eligible current expenditures by a corporation in 

its base period is an amount equal to one-fifth 
of the aggregate of the eligible current expendi- 
tures by the corporation in the fiscal periods of 
the corporation included in its base period. 

Amount subtracted (2) Where the total number of days in the base 
period of a corporation is greater than 1,827, 
the amount determined under subsection (1) shall 
be reduced by an amount equal to one-fifth of 
that proportion of the eligible current expenditures 
by the corporation in the earliest fiscal period 
of the corporation included in its base period that 
the number of days in its base period in excess 
Oli 1ST) TS Ohi S15), 


_ Grant period or fiscal (3) Where an applicant's grant period or, in 
pale eee ers the case of a corporation associated with the 
applicant in its grant period, the fiscal period of 
such corporation ending in the grant period is 
less than 365 days, the average of eligible cur- 
rent expenditures, calculated in accordance with 
subsections (1) and (2), by the applicant or the 


Payment out of Consolidated 
Revenue Fund 


Payment on account 
of tax liability 


Grant exempt from income tax 


Grant does not reduce capital 
cost for tax purposes 


Recovery of grant by Crown 
in certain circumstances 


associated corporation, as the case may be, shall 
be reduced by that proportion thereof that the 
number of days by which the grant period or the 
fiscal period, as the case may be, is less than 
365 days is of 365 days. 


Payment of Grants. 


8. (1) Subject to subsection (2), an amount 
authorized by the Minister to be paid to an appli- 
cant as a grant shall be paid to the applicant by 
the Minister of Finance out of the Consolidated 
Revenue Fund. 

(2) Where an applicant, in the manner pre- 
scribed by the Minister, requests the Minister to 
credit towards the payment of income tax all or 
any part of any amount authorized to be paid to 
the applicant as a grant, that amount or that part 
thereof shall, on the requisition of the Minister 
and in lieu of the payment thereof to the applicant 
as provided under subsection (1), be paid to the 
Receiver General by the Minister of Finance as 
a payment on account of income tax that is or 
may become payable by the applicant under the 
Income Tax Act. 


Tax Provisions. 


9. (1) An amount authorized to be paid to an 
applicant as a grant is exempt from income tax. 

(2) Paragraph (h) of subsection (6) of sec- 
tion 20 of the /ncome Tax Act does not apply in 
respect of a grant authorized to be paid under 
this Act. 


Recovery of Grant. 


10. (1) Subject to subsection (2), where a grant 
has been authorized to be paid to a corporation in 
respect of a capital expenditure made in respect 
of the acquisition of property that 

(a) is sold or otherwise disposed of by the 
corporation, 

is lost, damaged (by other than normal 

wear and tear) or destroyed, or 

ceases to be used by the corporation for the 

purposes of scientific research and devel- 

opment within a period described in one of 
the following paragraphs that is applicable 
to that property, the amount specified in 
that paragraph immediately becomes paya- 
ble by the corporation to Her Majesty, 
namely: 

(d) within one year from the end of the fiscal 
period in which the property was acquired, 
an amount equal to 100% of the grant or 
grants authorized to be paid to the corpora- 


(b 


(c 


Idem 


Manner of recovery of 
amounts owing 


Recovery of grant from 
corporation to which 
property is sold, etc. 


tion in respect of all capital expenditures 

made by the corporation in respect of the 

acquisition of the property; 

in the case of equipment, after the termina- 

tion of the year referred to in paragraph (d) 

but within five years from the end of the 

fiscal period in which it was acquired, an 

amount equal to 

(i) the amount described in paragraph (d), 

minus 

(ii) one-fifth of that amount for each full 
year or portion of a year that has 
elapsed since the end of the year re- 
ferred to in paragraph (d); and 

(f) in the case of property other than equip- 

ment, after the termination of the year 
referred to in paragraph (d) but within ten 
years from the end of the fiscal period in 
which it was acquired, an amount equal to 
(i) the amount described in paragraph (d), 
minus 
(ii) one-tenth of that amount for each full 
year or portion of a year that has 
elapsed since the end of the year re- 
ferred to in paragraph (d). 

(2) Where the property described in subsection 
(1) is property that was lost, damaged (by other 
than normal wear and tear) or destroyed, no 
amount becomes payable to Her Majesty by virtue 
of subsection (1) unless an amount payable 
under a policy of insurance in respect of the loss, 
damage or destruction has not, within one year 
from the end of the fiscal period in which the pro- 
perty was lost, damaged or destroyed or such 
further period as the Minister may in writing 
allow, been expended on replacing or repairing 
the property and, in that case, an amount deter- 
mined in accordance with subsection (1) be- 
comes payable to Her Majesty immediately upon 
the termination of that year or any further period 
allowed in writing by the Minister. 


14) 


(3) Every amount 
(a) that becomes payable by a corporation by 
virtue of this section, or 
(b) that has been paid or credited to a cor- 
poration as or on account of a grant, and to 
which the corporation is not entitled, 
may be recovered at any time as a debt due to Her 
Majesty or may be retained, in whole or in part, 
by the Minister of Finance out of any grant subse- 
quently authorized to be paid to the corporation. 


““10A. (1) Where property described in subsec- 
tion (1) of section 10 is sold or otherwise dis- 
posed of by a corporation described therein 
(hereinafter referred to as the ‘’first corporation’) 


to a corporation that has entered into an agree- 
ment with the Minister providing for the matters 
set out in subsection (2) (hereinafter referred to 
as the ‘second corporation’’), no amount be- 
comes payable to Her Majesty by the first corpo- 
ration under subsection (1) of section 10. 
Contents of agreement (2) The agreement referred to in subsection 
pe cetee) aun (1) shall provide that 
(a) the property will be used by the corporation 
(As added for the purposes of scientific research and 
pee pa development; and 
(b) section 10 shall apply to the corporation as 
if the grant referred to therein had been 
authorized to be paid to that corporation 
and it had acquired that property on the 
day the property was acquired by the first 
corporation. 
Subsequent sale, etc., of (3) Subsection (1) applies with such changes 
Ey em Cr owuens as the circumstances require to the sale or other 
disposition of property referred to therein by the 
second corporation or by any other corporation 
(hereinafter referred to as a “‘Successor corpora- 
tion’’) to whom the property is sold or otherwise 
disposed of and that has entered into an agree- 
ment with the Minister providing for the matters 
set out in subsection (2), except that an agree- 
ment entered into with a successor corporation 
shall provide that the property shall be deemed to 
have been acquired by it on the day that the 
property was acquired by the first corporation.” 


General. 
fy ae ee ls (AN) Notwithstanding any provision of the 
Income Tax Act, the Minister of National Revenue 
or any person designated by him for the purpose 
may, upon the request of the Minister, advise the 
Minister 
(a) whether an applicant is or was associated 
in its grant period or in its base period with 
any other corporation; 
(b) whether any particular expenditure of a cor- 
poration is a capital or current expenditure; 
(c) as to the duration of any fiscal period of a 
corporation; and 
(d) whether a corporation is exempt from tax 
under Part | of the /ncome Tax Act by sec- 
tion 62 or any provision of section 62 of 
that Act; 
and may give the Minister such information as is 
necessary for the purposes of any regulation made 
under paragraph (h) of section 14. 
pies ay ve civen to (2) Any advice or information that may be 
given to the Minister pursuant to subsection (1) 
may be given to any officer or employee employed 
by Her Majesty in connection with the adminis- 
tration or enforcement of this Act who is desig- 
nated by the Minister for the purpose. 


Minister may obtain 
and give advice 


Information privileged 


Regulations 


12. The Minister may 

(a) obtain the advice of any agency or depart- 
ment of the Government of Canada carrying 
on activities in the field of scientific re- 
search and development on whether any 
particular activity constitutes scientific 
research and development; 
obtain the advice of the Department of 
Trade and Commerce on whether any par- 
ticular scientific research and development 
is likely to result in benefit to Canada if 
it is successful; and 
advise the Minister of National Revenue 
as to whether a corporation has been 
authorized to be paid a grant in respect of 
expenditures on scientific research and 
development in a fiscal period. 
13. All information with respect to a corporation 
obtained by an officer or employee of Her Majesty 
in the course of the administration of this Act is 
privileged, and no such officer or employee shall 
knowingly, except as may be necessary for the 
purposes of sections 11 and 12 or in respect of 
proceedings relating to the administration or 
enforcement of this Act, communicate or allow 
to be communicated to any person not legally 
entitled thereto any such information or allow any 
such person to inspect or have access to any 
application or other writing containing any such 
information. 


S 
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Regulations. 


14. The Governor in Council may make regula- 
tions providing for any matters concerning which 
he deems regulations are necessary to carry out 
the purposes and provisions of this Act and, 
without limiting the generality of the foregoing, 
may make regulations 

(a) prescribing or defining anything that by 
this Act is to be prescribed or defined by 
regulation; 

(6) defining the expressions ‘capital expendi- 
ture’, ‘current expenditure”, “equipment” 
and ‘‘scientific research and development”’; 

(c) specifying information that shall be pro- 

vided by a corporation for the purposes of 
subsection (2) of section 3; 

prescribing factors that shall or shall not 
be taken into account by the Minister in 
deciding whether an expenditure was made 
in respect of scientific research and devel- 
opment that is likely to result in benefit to 
Canada if it is successful and the conclu- 
sions or inferences, if any, to be drawn 
from any particular factor; 


(d 


— 


(e) prescribing circumstances in which no 


(A 


(/) 


— 
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amount need be subtracted pursuant to 
paragraph (c) of subsection (1) of section 5 
where property described in that paragraph 
is sold or otherwise disposed of, ceases 

to be used for the purposes of scientific 
research and development or is lost or 
destroyed; 

prescribing circumstances in which no 
amount need be subtracted pursuant to 
paragraph (d) of subsection (1) of section 5 
upon the sale or other disposition of goods 
or services described in that paragraph; 
prescribing the amounts that shall be sub- 
tracted pursuant to paragraph (c) or (d) of 
subsection (1) of section 5; 

prescribing, notwithstanding section 5, the 
circumstances and manner in which infor- 
mation submitted to the Minister of National 
Revenue for the purposes of section 72 or 
72A of the Income Tax Act may or shall be 
used in determining the eligible current 
expenditures of a corporation; 

prescribing the books and records to be 
kept by any corporation that has applied for 
or received a grant and by any corporation 
associated with such corporation; 
providing for the examination, audit and 
copying of the books, records and property 
of any corporation that has applied for or 
received a grant and of any corporation 
associated with such corporation; 


(kK) providing for the disclosure to the Minister 


(m 


(n 


~— 
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by a corporation by which an amount has 
become payable to Her Majesty by virtue of 
section 10 of such information as may be 
necessary for the enforcement of that 
section; 

specifying, either generally or in respect of 
a particular provision of this Act, the cir- 
cumstances in which property shall be 
deemed to be or not to be acquired for the 
purposes of scientific research and devel- 
opment; 

specifying, either generally or in respect of 
a particular provision of this Act, the cir- 
cumstances in which a corporation shall be 
deemed to cease or not to cease using 
property for the purposes of scientific re- 
search and development; and 

either generally or in respect of a particular 
provision of this Act, respecting the day 
on which any property in respect of the 
acquisition of which a capital or current 
expenditure has been made by a corpora- 
tion shall be deemed to have been acquired 
by the corporation. 


Offences. 
Offences 15. (1) Every person who, 
(a) in respect of an application for a grant; 


Idem 


Institution of prosecution 


Application of Act 


Annual report to 
Parliament 


Minister may obtain advice 


(c 


— 
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knowingly makes a false or misleading 
statement in or fails to disclose a material 
particular in any application or other docu- 
ment or willfully furnishes any false or 
misleading information is guilty of 
(i) an indictable offence and liable to 
imprisonment for a term not exceed- 
ing two years, or 
(ii) an offence and liable on summary con- 
viction to a fine not exceeding $5,000; 
contravenes or fails to comply with any 
regulation made under paragraph (/) or (/) 
of section 14 is guilty of an offence and 
liable on Summary conviction to a fine not 
exceeding $1,000; and 
fails to comply with a regulation made 
under paragraph (k) of section 14 is guilty 
of an offence and liable on summary con- 
viction to a fine not exceeding $100 for 
each day of default and not exceeding in 
all $5,000. 


(2) Every officer or employee of Her Majesty 
who contravenes section 13 is guilty of an offence 
punishable on summary conviction. 

(3) A prosecution by way of summary convic- 
tion for an offence under subsection (1) may be 
instituted at any time within five years from the 
time when the subject matter of the complaint 
arose. 


Application of Act. 


16. This Act is applicable to expenditures on 
scientific research and development in any fiscal 
period of a corporation ending in the calendar 
year 1966 or any subsequent calendar year. 


Annual Report. 


17. The Minister shall as soon as possible after 
the end of each fiscal year prepare a report on the 
administration of this Act during that fiscal year 
and shall cause such report to be laid before 
Parliament forthwith upon the completion thereof 
or, if Parliament is not then sitting, on any of the 
first fifteen days next thereafter that Parliament 
is sitting. 


Amendments to Income Tax Act. 


18. (1) Subsection (2) of section 72 of the 
Income Tax Act is repealed and the following 
substituted therefor: 

““(2) The Minister may obtain the advice of the 
Department of Industry, the National Research 
Council, the Defence Research Board or any other 


agency or department of the Government of 
Canada carrying on activities in the field of scien- 
tific research as to whether any particular activity 
constitutes scientific research.” 

(2) Paragraph (a) of subsection (4) of section 
72 of the said Act is repealed and the following 
substituted therefor: 

‘“‘(a) ““approved”’ means approved by the Minis- 
ter after he has, if he considers it neces- 
sary, obtained the advice of the Department 
of Industry or the National Research 
Council,” 

(3) Subsections (1) and (2) are applicable to 
the 1966 and subsequent taxation years. 

19. (1) Section 72a of the said Act is amended 
by adding thereto, immediately after subsection 
(4) thereof, the following subsection: 

Idem (4a) Notwithstanding subsection (4), where 
property described in subsection (4) has been 
disposed of by a corporation in a taxation year, 
the amount that the corporation is required by 
that subsection to include in computing its in- 
come for that year shall be reduced by one-fifth 
of that amount for that year and each previous 
taxation year of the corporation ending after its 
1967 taxation year.” 

(2) Section 72A of the said Act is further 
amended by adding thereto the following sub- 
section: 

No deduction under ‘“(7) Where a grant has been authorized to be 

ae uc paid to a corporation under the /ndustrial Re- 
search and Development Incentives Act in respect 
of expenditures on scientific research and de- 
velopment (as defined for the purposes of that 
Act) in a taxation year, the corporation is not, and 
shall be deemed never to have been, entitled to 
make any deduction under this section in com- 
puting its income for that year.” 

(3) Subsection (1) is applicable to the 1968 
and subsequent taxation years and subsection (2) 
is applicable to the 1966 and subsequent taxation 
years. 


Part B 
The Regulations to the Act 


Industrial Research and Development Incentives 
Act. 

Industrial Research and Development Incentives 
Regulations. 

P.C. 1967-1048 

At the Government House at Ottawa. 

Thursday, the 25th day of May, 1967. 

Present: His Excellency the Governor General 

in Council. 


His Excellency the Governor General in Council, 
on the recommendation of the Minister of In- 
dustry, pursuant to the Industrial Research and 
Development Incentives Act, is pleased hereby to 
make the annexed Regulations Respecting Incen- 
tives for Industrial Research and Development. 


Regulations Respecting Incentives 
for Industrial Research and Development. 


Short Title. 


1. These Regulations may be cited as the /ndus- 
trial Research and Development Incentives Regu- 
lations. 


Interpretation. 


2. (1) In these Regulations, 

(a) ““Act’’ means the /ndustrial Research and 
Development Incentives Act; 

(b) ‘equipment’ means the following property: 

(i) electrical, electronic, hydraulic, pneu- 
matic and mechanical items and com- 
ponents and assemblies of such items, 
where such items, components or as- 
semblies are used for the manufacture 
of goods or in the performance of 
services or to carry out experimental 
tests, 

(ii) instrumentation, 

(iii) machinery, 
(iv) office furnishings and machines, 
(v) test equipment and other equipment 
used for testing purposes, and 
(vi) tools and tooling, 
but does not include 
(vii) buildings and component parts thereof 
such as electric wiring, plumbing, 
sprinkler systems, air conditioning 
equipment, heating equipment, light- 
ing fixtures, elevators and escalators, 
(viii) materials and supplies, or 
(ix) prototypes; 

(c) ‘‘general purpose equipment’’ means equip- 
ment that is not special purpose equip- 
ment; and 

(d) “special purpose equipment’’ means equip- 
ment that is of so specialized a nature that, 
unless substantial modifications or altera- 


tions are made, the equipment can be 

used only for 

(i) the development or manufacture of 
goods of a particular kind, 

(ii) the performance of a particular kind 
of service, or 

(iii) the carrying out of experimental tests 
of a particular kind. 

(2) For the purposes of the Act, 
(a) ‘capital expenditure’’ means an expense 
incurred in respect of 
(i) the acquisition of a building or a por- 
tion of a building, 

(ii) the acquisition of electric wiring, 
plumbing, sprinkler systems, air con- 
ditioning equipment, heating equip- 
ment, lighting fixtures, elevators, esca- 
lators and other component parts for 
a building or a portion of a building, 

(iii) the renovation or alteration of an 
existing building or portion of an 
existing building, or 

(iv) the acquisition of general purpose 
equipment, 

but does not include any expense described 

in subparagraphs (i) to (viii) of paragraph 

(6) or any expense incurred in respect of 

(v) the acquisition of any building, portion 
of a building or equipment that has 
been used for any purpose whatsoever 
before such acquisition, 

(vi) the acquisition of property that does 
not ordinarily have a useful life greater 
than one year or a value greater than 
one hundred dollars, 

(vii) the acquisition of a prototype, or 

(viii) the maintenance or repair of buildings 
or other property; 
(6) ‘current expenditure’’ means an expense 
incurred, but does not include 

(i) any expense incurred in respect of 
(A) interest on any obligation or 

dividends on invested capital, 

(B) entertainment, 

(C) dues or fees in respect of mem- 
bership in other than scientific or 
technical societies or organiza- 
tions, 

(D) excess facilities, 

(E) discounting or financing bonds or 
bond issues, 

(F) premiums for insurance on the 
lives of officers or executives, 

(G) legal services of any kind, 
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(H) accounting or other professional 
services in connection with cor- 
porate reorganization, security 
issues or capital stock issues, 

(1) patent, trade mark, copyright, in- 
dustrial design or other like mat- 
ters, except an expense incurred 
in instructing, or in preparing or 
collecting information and mate- 
rial for the purpose of instructing, 
a person with respect to the prep- 
aration or prosecution of an appli- 
cation for a patent, 

(J) the collection of amounts owing, 

(K) advertising or selling, or 

(L) federal or provincial income or 
excess profit taxes or surtaxes, 


(ii) a depreciation allowance on 

(A) a building or item of equipment 
paid for by or with money pro- 
vided by the Crown, 

(B) property in respect of which a 
deduction in computing income 
for the purposes of the /ncome 
Tax Act has been made as per- 
mitted by section 72 of that Act, or 

(C) where a grant has been authorized 
to be paid or a previous applica- 
tion is pending in respect of an 
expense incurred In the acquisi- 
tion, renovation or alteration of 
property, such property, 

(iii) charitable donations, 

(iv) fines or penalties of any kind, 

(v) the amortization of unrealized appre- 
ciation of asset values, 

reserves for repairs, contingencies, 
compensation insurance or guaranteed 
work, 

(vii) bad debts or losses on investments, 


— 


(vi 


(viii) where a grant has been authorized to 


be paid or a previous application is 
pending in respect of a depreciation 
allowance on property, any expense 
incurred with respect to the acquisi- 
tion, renovation or alteration of the 
property; 

(ix) any expense that is not of a current 
nature, except an expense incurred in 
respect of special purpose equipment; 
or 

(x) *any expense incurred in acquiring 
any property or obtaining any service 
unless the property was supplied or 
manufactured, or the service was per- 
formed, by a person carrying ona 
business in Canada the normal opera- 


tions of which, in the opinion of the 
Minister, included the supply or manu- 
facture of the property or the per- 
formance of the service. 

(c) ‘‘equipment’’ means general purpose equip- 
ment as defined in paragraph (c) of sub- 
section (1); 

(d) ‘scientific research and development”’ 
means systematic investigation or search 
carried out in a field of science or tech- 
nology by means of experiment or analysis, 
that is to say, 

(i) basic research, namely, work under- 
taken for the advancement of scientific 
knowledge without a specific practical 
application in view, 

(ii) applied research, namely, work under- 
taken for the advancement of scientific 
knowledge with a specific practical 
application in view, and 

(iii) development, namely, use of the re- 
sults of basic or applied research for 
the purpose of creating new, or im- 
proving existing, materials, devices, 
products or processes, 

and, where such activities are undertaken 

directly in support of scientific research 

and development, includes activities with 
respect to engineering or design, opera- 
tions research, mathematical analysis or 
computer programming and psychological 
research, but does not include activities 
with respect to 

(iv) market research or sales promotion, 

(v) quality control or routine testing of 
materials, devices or products, 

(vi) research in the social sciences or the 
humanities, 

(vii) prospecting, exploring or drilling for 
or producing minerals, petroleum or 
natural gas, 

(viii) the commercial production of a new or 
improved material, device or product 
or the commercial use of a new or 
improved process, 

(ix) style changes, or 

(x) routine data collection. 


Information. 
3. For the purposes of subsection (2) of section 
3 of the Act, a corporation that applies for a grant 
shall provide the following information to the 
Minister: 

(a) a description, satisfactory to the Minister, 
of the scientific research and development 
directly carried on by or on behalf of the 
corporation in Canada in the grant period; 


“(As added July 15, 1970) 
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(b) a description, satisfactory to the Minister, 
of the scientific research and development 
facilities owned by the corporation in the 
grant period and used by the corporation in 
the grant period for the purposes of scien- 
tific research and development; 
a description, satisfactory to the Minister, 
of the business of the corporation in the 
grant period; and 
(d) the countries in which the corporation is 
not free to exploit the results of the scien- 
tific research and development referred 
to in paragraph (a). 


— 


(c 


Determination of Benefit to Canada. 


4. (1) Acorporation that applies for a grant shall 
certify, with respect to any scientific research and 
development referred to in paragraph (a) of 
section 3 that was financed in whole or in part by 
the corporation, that 

(a) it carried on all of such scientific research 
and development for the purpose of 
strengthening the business of the corpora- 
tion or facilitating an extension of such 
business, 
it is free to exploit in Canada the results of 
all of such scientific research and develop- 
ment, and 

(c) the corporation is free to exploit the results 

of all of such scientific research and de- 
velopment in all export markets other than 
the countries referred to in paragraph (d) 
of section 3, 
and shall undertake to exploit the results of such 
scientific research and development in Canada 
unless, according to sound business judgment, it 
would be uneconomic to do so. 

(2) Where the corporation has complied with 
subsection (1) and the Minister is satisfied that 

(a) all of the scientific research and develop- 

ment referred to in subsection (1) was 
carried on for the purpose of strengthening 
the business of the corporation or facili- 
tating an extension of such business, 

(6) the corporation is free to exploit the results 
of all of such scientific research and de- 
velopment in Canada, and 
the corporation is free to exploit the results 
of all of such scientific research and de- 
velopment in all export markets, 
he shall conclude that such scientific research 
and development is likely to result in benefit to 
Canada if it is successful. 

(3) For the purposes of this section, 

(a) a corporation is not free to exploit the re- 

sults of scientific research and develop- 
ment in a country if 


(b 


~— 


—| 


(G 


(i) the policy of the corporation precludes 
it from exploiting such results in the 
country, or 

(ii) the corporation is party to an agree- 
ment, arrangement or undertaking 
(whether actual or tacit and whether 
enforceable by law or not) that pre- 
cludes it from exploiting such results 
in the country; and 

(6) ““export market’’ means any country to 

which goods of any kind are ordinarily 
exported from Canada. 

(4) In this section, ‘‘to exploit the results of 
scientific research and development” in Canada 
or another country means 

(a) where a new or improved material, device 

or product results from the scientific re- 
search and development, to manufacture 
the material, device or product in Canada 
and to sell it in Canada or the other 
country, as the case may be; and 

(6) where a new or improved process results 

from the scientific research and develop- 
ment, to use the process in Canada and to 
sell in Canada or the other country, as the 
case may be, goods or services attributable 
to the use of the process. 


Amounts to be Subtracted in Determining Eligible 


Current Expenditures. 

**"B. (1) For the purposes of paragraph (c) of 
subsection (1) of section 5 of the Act, where 
property acquired by a corporation for the pur- 
poses of scientific research and development, and 
in respect of the acquisition of which a current 
expenditure was made by the corporation 

(a) is sold or otherwise disposed of by the cor- 
poration in the fiscal period, the amount 
to be subtracted pursuant to that paragraph 
is the amount equal to the greater of 
(i) the aggregate of all amounts paid or 
payable to or for the benefit of the cor- 
poration in respect of such sale or 
other disposition, or 
(ii) the amount that, in the opinion of the 
Minister, was the fair market value of 
such property when it was sold or 
otherwise disposed of, 


but where the sale or other disposition, in 
the opinion of the Minister, is made for an 
amount that is less than the fair market 
value thereof and the Minister is satisfied 
that such property will be used for the pur- 
poses of scientific research and develop- 
ment, then the amount to be subtracted 
pursuant to that paragraph is the amount 
described in subparagraph (i) 


*(As amended July 15, 1970) 
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(b) ceases to be used by the corporation in the 
fiscal period for the purposes of scientific 
research and development, the amount to 
be subtracted pursuant to that paragraph is 
the amount that, in the opinion of the 
Minister, was the fair market value of the 
property when the corporation ceased to 
use it for such purposes, and 

is lost or destroyed in the fiscal period, the 
amount to be subtracted pursuant to that 
paragraph is the amount that, in the opinion 
of the Minister, was the fair market value 
of the property when it was lost or 
destroyed.”’ 


(2) For the purposes of paragraph (d) of sub- 
section (1) of section 5 of the Act, where a cor- 


~— 


(c 


poration in the fiscal period sells or otherwise 
disposes of goods or services in the production 
or performance of which property acquired by the 
corporation for the purposes of scientific research 
and development is utilized, the amount that 
shall be subtracted pursuant to that paragraph is 
an amount equal to 

(a) the aggregate of all amounts paid or pay- 

able to or for the benefit of the corporation 
in respect of the sale or other disposition 
of such goods or services; or 

(6) the amount that, in the opinion of the Min- 

ister, was the fair market value of such 
goods or services at the time of their sale 
or other disposition; 

whichever is the greater. 

(3) Notwithstanding subsection (1), where 
property described in that subsection is lost or 
destroyed, no amount need be subtracted pur- 
suant to paragraph (c) of subsection (1) of sec- 
tion 5 of the Act if no amount has been paid or is 
payable to or for the benefit of the corporation 
under a policy of insurance in respect of such 
loss or destruction. 


Calculation of Expenditures in the Base Period 
(See paragraph (h) of section 14 of the Act). 


6. (1) Notwithstanding section 5 of the Act, 
where in computing its income for the purposes 
of the /ncome Tax Act for a fiscal period included 
in its base period a corporation has deducted an 
amount as permitted by section 72A of that Act, 
the eligible current expenditures by the corpora- 
tion in such fiscal period is an amount equal to 
the aggregate of all expenditures of a current 
nature made in Canada by the corporation in the 
fiscal period, as described in subparagraphs (i) to 
(v) of paragraph (a) of subsection (1) of section 


72 of that Act, minus the aggregate of all amounts 
paid to the corporation in the fiscal period in 
respect of scientific research. 

(2) Notwithstanding subsection (1), where, in 
determining the eligible current expenditures by 
a corporation in a fiscal period in accordance 
with that subsection, the aggregate of all amounts 
paid to the corporation in the fiscal period in 
respect of scientific research exceeds the aggre- 
gate of all expenditures of a current nature, as 
described in subparagraphs (i) to (v) of para- 
graph (a) of subsection (1) of section 72 of the 
Income Tax Act, made in Canada by the corpora- 
tion in the fiscal period, 

(a) the eligible current expenditures by the 
corporation in that fiscal period shall be 
deemed to be zero; and 

(6) where the eligible current expenditures by 
the corporation in that fiscal period are 
required to be included for the purposes of 
clause (B) of subparagraph (ii) of para- 
graph (6) of subsection (2) of section 4 of 
the Act, the total referred to in the said 
clause (B) shall be reduced by the amount 
of such excess. 

(3) Where the eligible current expenditures by 

a corporation in a fiscal period are required to be 
determined in accordance with subsection (1), 
only information submitted to the Minister of 
National Revenue for the purposes of section 72 
or 72A of the /ncome Tax Act shall be used in 
making such determination. 

(4) Notwithstanding subsection (3), where the 
Minister is of the opinion that it is not practicable 
to determine (in accordance with subsection (1)) 
the eligible current expenditures by a corporation 
in a fiscal period from information submitted to 
the Minister of National Revenue for the purposes 
of section 72 or 72A of the /ncome Tax Act, such 
additional information as the Minister of Industry 
may agree to may be used in making such deter- 
mination for the fiscal period. 


(5) In this section, the expressions ‘’expendi- 
tures of a current nature’ and ‘‘scientific re- 
search’, in respect of a fiscal period of a corpora- 
tion that has (in computing its income for that 
fiscal period for the purposes of the /ncome Tax 
Act) deducted an amount as permitted by section 
72A of that Act, have the same meaning as those 
expressions had for the purpose of determining 
such amount. 


Acquisition of Property. 


7. Property in respect of the acquisition of which 
a Capital or current expenditure has been made by 
a corporation shall be deemed to have been 
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acquired by the corporation on the day on which 
(a) the corporation acquired title to the 
property; or 
(6b) the property came into the possession of 
the corporation; 
whichever is the earlier. 


Cessation of Use of Property for Scientific Research 


and Develooment. 

8. (1) Where property has been acquired by a 
corporation for the purposes of scientific research 
and development, the corporation shall be 
deemed to cease using the property for such 
purposes in a fiscal period if 

(a) the property is used in the fiscal period 
(other than incidentally) in respect of any- 
thing other than the prosecution of scien- 
tific research and development; 
the day to day use of the property in the 
fiscal period is not primarily under the 
direction of personnel ordinarily engaged 
in the prosecution of scientific research 
and development; or 

(c) the corporation notifies the Minister that it 

ceased to use or intends to cease using the 
property for such purposes in the fiscal 
period. 

(2) A corporation shall not be deemed to cease 
using property for the purposes of scientific re- 
search and development merely because the 
corporation abandons the property or temporarily 
or permanently ceases to use it for any purpose. 


> 


Books and Records. 


9. (1) Every corporation that applies for a grant 
shall keep at its place of business or residence in 
Canada records and books of accounts in such 
form and containing such information as will 
enable. 

(a) the capital expenditures by the corporation 
in its grant period on scientific research 
and development; 

(6) the property in respect of the acquisition of 
which a capital expenditure on scientific 
research and development was made by 
the corporation in the grant period; 

(c) the eligible current expenditures by the cor- 
poration in its grant period; and 

(d) the average of eligible current expenditures 
by the corporation in its base period; 

to be determined or ascertained. 

(2) Every corporation that 

(a) is associated with an applicant in the appli- 
Cant’s grant period; and 


(b) made expenditures on scientific research . 
and development in any fiscal period in- 
cluded in its base period or in its fiscal 
period ending in the applicant's grant 
period 

shall keep at its place of business or residence in 
Canada records and books of account in such 
form and containing such information as will 
enable 

(c) the eligible current expenditures by the 
corporation in its fiscal period ending in 
the applicant’s grant period; and 

(d) the average of eligible current expenditures 
by the corporation in its base period; 

to be determined. 

(3) A corporation that is required by subsec- 
tion (1) or (2) to keep records and books of 
accounts shall retain every such record or book 
of account and every account or voucher neces- 
sary to verify the information in any such record 
or book of account until 

(a) written permission for their disposal is 
obtained from the Minister; or 

(b) the expiration of seven years from the end 
of the fiscal period of the corporation to 
which the record, book of account, account 
or voucher relates. 


Access to Premises. 


10. Any person authorized in writing by the 

Minister to do so may, at any reasonable time, 

enter any premises of any corporation that is 

required by section 9 to keep records and books 

of account and 

(a) audit, examine or copy the records and 

books and any account, voucher or other 
document that relates or may relate to the 
information that is or should be in the 
books or records or to the amount of a 
grant; and 


(b) examine any property used or acquired or 
alleged to have been used or acquired for 
the purposes of scientific research and 
development. 


Requirement to Disclose. 


11. (1) Subject to subsection (2), where a cor- 
poration has been authorized to be paid a grant in 
respect of a capital expenditure made in respect 
of the acquisition of property, the corporation 
shall, with respect to each fiscal period of the 
corporation following its fiscal period in which 
the capital expenditure was made and within 
three months after the expiration of the time 
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permitted by section 3 of the Act for the making 
by the corporation of an application in respect of 
such following fiscal period, notify the Minister 
in writing whether such property 
(a) was sold or otherwise disposed of by the 
corporation; 
(b) was lost, damaged (by other than normal 
wear and tear) or destroyed; or 
(c) ceased to be used by the corporation for 
the purposes of scientific research and de- 
velopment, 
in such following fiscal period. 
(2) Where a corporation referred to in subsec- 
tion (1) makes an application 
(a) in respect of a following fiscal period 
referred to in that subsection; 
and 
(b) within the time permitted by section 3 of 
the Act for making such application; 
subsection (1) does not apply to the corporation 
in respect of that following fiscal period if the 
application contains the information that the cor- 
poration would, but for this subsection, be re- 
quired to provide to the Minister by written notifi- 
cation pursuant to subsection (1). 
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Part C 
Index to the Act and Regulations (alphabetical) 


SECTION SECTION 
ACT REGS. PAGE ACT REGS. PAGE 

Current Expenditure, 
Access to Premises 10 23 Definition of 2 tS) 
Acquisition of Property V/ 22 
Amendments to Deadline for Application 3 5 
Income Tax Act 18 7/ 
Amount of Grant 4 6 Eligible Current Expenditures 2,5 4,9 
Amounts to be Subtracted in Eligible Current Expenditures, 
Determining Eligible Current Determination of 5 ) 
Expenditures 9 21 Equipment, Meaning of 2 19 
Annual Report n 17 7 Equipment (Property) 2 19 
Applicant, Definition of 2 a Expenditures in Base Period, 
Application, Definition of 2 4 Determination of 6 22 
Application, Time Limit 83 ) Expenditures not Included 4 8 
Application of Act 16 ly Extension of Time 3 6 
Approved, Definition of 2 4 
Associated Corporation, Fiscal Period, Definition of 2 4 
Definition of 2 4 
Associated Corporation, General Purpose Equipment, 
Grants Paid | zs © Definition of 2 19 
Associated in Base Period Only 4 7 Grant, Amount of mn S 
Authorization of Scientific Grant, Definition of 9) 4 
Research and Development a —— 
Grant 3 5 Grant Period, Definition of 2 4 
Average of Eligible Current 
Expenditures, Amount Income Tax, Grant Exempt from 9 2 
Subtracted 7 11 Information Privileged 13 15 
Average of Eligible Current Information to be Supplied 
Expenditures, Definition of Dy Ht Ab a4 with Application 3 20 
Average of Eligible Current Interpretation of Act 2 4 
Expenditures in Base Period, Interpretation of Regulations 2 fy) 
Determination of Amount 7 11 

Minister, Definition of 2 4 
Base Period, Definition of ap 6 4 10 Minister of National Revenue, 
Benefit to Canada, Authority of 11 14 
Determination of 4 21 
Benefit to Canada, Offences 15 i, 
Research and Development 3 5 
Book and Records 9 23 Payment of Grants 8 12 

Prosecution, Institution of 15 17 
Calculation of Grant 4 6 
Capital Expenditure, R fA is Owl 
Definition of TS Nee ee ee ae As 
Cessation of Use of Property Recovery of Grant 10 12 
for Scientific Research and R aa Definiti F ae 4.15 
Development g 23 egulation, e inition O ; : 
Consolidated Revenue Fund, Requirement to Disclose 11 23 
Payment out of 8 12 
Corporation, Definition of 2 4 


SECTION 


ACT REGS. PAGE 


Scientific Research and 


Development 2 20 
Scientific Research and 

Development Grants 3 5 
Scientific Research and 

Development Related to 

Business 5 9 
Short Title of Act 1 4 
Short Title of Regulations 1 a) 
Special Purpose Equipment, 

Definition of 2 A) 
Security 116 GS 
Tax Liability, Payment on 

Account of 8 rz. 
Tax Provisions 9 12 
Time Limit for Application 3 6 
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Part D 
Program Principles and Eligibility 
Commercial Secrecy 


The Industrial Research and Development Incen- 
tives Act (IRDIA) provides for the payment of 
grants based on expenditures for scientific re- 
search and development carried out in Canada by 
a corporation in its fiscal year, i.e. the period 

for which income is reported for income tax 
purposes. 

The incentive is available to taxable Canadian 
corporations carrying on business in Canada. 
Organizations and institutions exempt from in- 
come tax, partnerships and individuals are not 
eligible for grants under the Act. 

In general, applications for grants must be sub- 
mitted within six months after the end of the 
corporation's fiscal period or, if the corporation 
is associated with any other, not later than six 
months following the end of the last associated 
fiscal period in that grant period. 

All applications are reviewed to determine if 
the expenditures claimed have been calculated in 
accordance with the Act and are for bona fide 
scientific research and development which, if 
successful, will be likely to benefit Canada. (Inter- 
pretations of scientific research and development 
and benefit to Canada are given in Parts G and H 
of this brochure.) 

On request from a corporation, a prior opinion 
will be given as to whether anticipated projects, 
or in case of doubt, current projects, would quali- 
fy as scientific research and development and 
likely to benefit Canada. 

Generally speaking, grants will equal: 25 per 
cent of capital expenditures made by an appli- 
cant for scientific research and development 
carried out in Canada in the year; and 25 per cent 
of the increase in eligible current expenditures 
made by the applicant in Canada over the average 
of such expenditures in a base period consisting 
of the five immediately preceding years. For a 
corporation with no previous fiscal periods or an 
insufficient number to make up the required base 
period, expenditures in those periods when it 
was not in existence would be considered as nil. 
Normally, the Act provides that the sum of the 
amounts payable with respect to current expendi- 
tures of corporations associated with each other 
may not exceed the benefits to which the corpora- 
tions as a group would be entitled. Other even- 
tualities such as short fiscal periods, disposal, 
loss or transfer of research and development 
property, etc., are provided for in the Act and 
Regulations. ‘‘Capital expenditures” and “‘eligible 
current expenditures” are also defined. 

‘Grants made under IRDIA are exempt from 
federal income tax and do not reduce capital cost 
allowance under the Income Tax Act. 


Instead of receiving a grant, an applicant may 
elect to have it credited against its income tax 
account by completing the application form ac- 
cordingly or by requesting it in writing. 


Commercial Secrecy 


Recognizing that scientific research and develop- 
ment activities have a vital bearing on a com- 
pany’s competitive position and the information 
On it is proprietary, the Department is required 
by law to treat any information provided by the 
corporation in the strictest confidence. Such in- 
formation may not be revealed to any person 
who does not have a need for it in the per- 
formance of the duties connected with the ad- 
ministration of the program. All documents con- 
taining proprietary information and submitted 
in connection with the Act should be marked 
“Commercial Confidential’. 


Offences 


Offences under the Act are defined by Section 15 
of the Act. 


Books, Records and Access to Premises 


The terms and conditions relating to books, 
records and access to premises are defined by 
Section 9 and 10 of the Regulations made under 
the Act. 


Requirement to Disclose 


Section 11 of the Regulations defines the terms 
and conditions under which a corporation is 
required to disclose the sale or other disposal of 
property acquired by a capital expenditure in 
respect of which a grant has been authorized. 
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Parte 
How to Apply for a Grant 


Method of Application 
In accordance with Section 3(3) of the Act, ap- 
plications must be made within the six months 
following the end of an applicant’s grant period 
(fiscal period, which has the same meaning as in 
the Income Tax Act). If the applicant is asso- 
ciated with any other corporations in its grant 
period, the applications must be made not later 
than six months following the end of the last of 
the associated fiscal periods ending in the grant 
period. 

In accordance with Section 3(4) of the Act, if 
the Minister is satisfied that circumstances not 
reasonably within the control of a corporation 
justify an extension of the period fixed by para- 
graph (a) of subsection (3) within which an 
application by the corporation shall be made, he 
may extend the period either before or after 
its expiration. 

To apply, submit three completed, signed and 
sealed copies of the “‘Application for Grant’’ form 
with two copies of supporting information to: 

IRDIA Program Office 

Department of Industry, Trade and Commerce 
Ottawa, Ontario 

K1A OH5 


A specimen of the application form is included in 
this brochure. Additional forms may be obtained 
from the IRDIA Program Office or the Depart- 
ment’s regional offices. 


Details of Supporting Information Required 
The content and form of the information sub- 
mitted in support of an application for grant may 
vary considerably with the size of the corporation, 
type of industry and other similar factors. To 
assist in the preparation of an application, sug- 
gested formats for most of the information re- 
quired are included in this brochure. The use of 
the suggested formats will speed the review of an 
application by the Department. 

The following information is required: 

(A check list is included in the application 
form) 

(a) Description of Business and Markets 

This should be a description of the corpora- 
tion’s ownership, products and markets, including 
export markets and the amount of the corpora- 
tion’s sales in the domestic market and in its 
various export markets. 

If the corporation is not free to exploit the 
results of its research and development in all 
export markets, a list of countries in which it is 
NOT FREE to exploit such results must be included. 
Details of any exclusive licences granted to par- 
ticular countries or areas should also be included. 


(b) Description of Research and Development 
Facilities 

This should consist of a general description, 
including location, floor area of the research and 
development facility compared to total company 
floor area, general nature of work in progress, 
number and classification of professional staff 
(e.g. two physicists, four chemists, 10 engineers), 
number of technologists, number of other service 
staff, major equipment available (excluding 
routine laboratory equipment) and a general state- 
ment of the method of project identification and 
assignment within the organization. 

(c) Description of Research and Development 

Projects 

A description of each project on which a claim 
is based (approximately one page in length) 
should be provided. It should state briefly and 
clearly the aim of the project, the problem to be 
solved, the parameters explored, the results 
accomplished during the period covered by the 
application and any innovation that resulted from 
the work (when applicable). 

Since the element of technological or scientific 
uncertainty present in the work is the chief factor 
used in the assessment, this element should be 
specifically mentioned in the description. 

The scientific method followed in attempting 
to resolve the uncertainty should be illustrated by 
describing what experiment, analysis or syste- 
matic investigations were conducted. 

In addition, a statement should be included on 
the approximate number of hours spent on labora- 
tory work, prototypes, pilot plants and/or tests 
applicable to the project. 

If, as aresult of this work, patents have been 
applied for or granted, they should be indicated 
since it is of benefit to the applicant to demon- 
strate that the work done represented a technical 
advance over the present state of the art. 

If the work is being supported under any 
government cost-shared program, this should be 
stated together with the grant or contract number. 

The eligibility of research and development of 
each project is judged on the technical descrip- 
tion provided. Any relevant information which 
substantiates the scientific uncertainty of the 
work undertaken will strengthen its eligibility. 

(d) Details of Project Expenditures and Labour 

Costs 

A breakdown of expenditures made in Canada 
is required for each project together with a sum- 
mary showing the total costs. This breakdown 
should reflect both direct and indirect costs under 
each cost heading and be given in detail. 

Overhead costs should be individually listed 
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and an explanation given to show the method 
used to allocate common costs between the pro- 
jects and other normal company operations. A 
breakdown of research and development labour 
for each project, divided between professional 
and support staff, is required in both dollars and 
man-hours. 

(e) Payments Received For Research and 

Development (Other Than IRDIA Grants) 

All amounts received from any source for re- 
search and development should be reported with 
complete supporting details. This would include 
all amounts received from: government and other 
sources to support research and development 
costs, prototype sales, material cost recoveries, 
laboratory service rentals, other recoveries from 
research and development activities and/or any 
program assistance regardless of country of 
origin. 

(f) Record of Capital Assets Acquired 

(Solely for Research and Development) 

This should include a list of all assets acquired 
wholly for research and development by capital 
expenditures during the year with respect to 
which an application for grant is being made. 
The list should include reference number, assets 
or asset group number, brief description, acquisi- 
tion date and capital cost either by purchase or 
construction in-house. 

(g) Record of Capital Assets Disposed of 

This should include a list of all capital assets 
previously acquired, in respect to which a grant 
has been paid and disposed of or transferred from 
research and development during the period, 
appropriately cross-referenced and showing the 
amount to be recovered by virtue of the recovery 
provisions of Section 10 of the Act. 

Where such assets are transferred to another 
corporation under the provisions of Section 10A 
of the Act, an agreement made between the 
corporations and the Minister in a form accept- 
able to the Minister must be completed. 

(See also Section 11 of the Regulations 
‘‘Requirement to Disclose”’.) 

(h) A Copy of the Applicant’s Financial State- 

ments (For the Grant Period) 


Determination of Average Eligible Current Expendi- 
tures in the Base Period 


Applicants are required to provide the length of 

each fiscal period in the base period and to show 
the calculation of the average expenditures. See 
Sections 1 and 7 of the Act and Section 6 of the 
Regulations. 


Determination of Base Period — Associated 
Corporations 


The base period for a corporation associated with 
an applicant is established in the same way as for 
the applicant, i.e. the base period is the five (5) 
fiscal periods immediately preceding the asso- 
ciated corporation's fiscal period which ends in 
or coincides with the same calendar year as the 
applicant’s grant period. Full details of the calcu- 
lation should be provided. A list of associated 
corporations is to be included. 

‘Associated corporations”’ is defined by Sec- 
tion 2(2) of the Act. In general, the meaning is 
the same as that established under the Income 
Tax Act except that the Minister, at the request of 
the applicant, may deem corporations to be 
dealing with each other at arm’s length for pur- 
poses of the Act if he is satisfied it is so. A statu- 
tory declaration is required to support the request 
and a suitable form is available from the IRDIA 
Program Office or the department’s regional 
offices. 
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Part F 
How to Request a Prior Opinion 


On request from a corporation, prior opinions will 
be given as to whether anticipated projects or, in 
case of doubt, current projects would likely 
qualify as: 

(a) Being scientific research and development; 

(b) Likely to result in benefit to Canada. 

To obtain a prior opinion, two copies of a state- 
ment describing the project, together with rele- 
vant supporting information, should be submitted. 
While a standard form may not be appropriate 
in all cases, the suggested format shown below 
will speed the reply to a request. 

In general, a request for a prior opinion should 
be made in cases where research and develop- 
ment eligibility of the work and/or the benefit to 
Canada aspects of the undertaking are in doubt. 
Where a project is underway or has been com- 
pleted by the end of the corporation's fiscal year, 
the submission of a proper application is usually 
more appropriate. 

The request should be forwarded to: 

IRDIA Program Office 

Department of Industry, Trade and Commerce 
Ottawa, Ontario 

K1A OH5 


SUGGESTED FORMAT 


COMMERCIAL CONFIDENTIAL 
(when completed) 


Date: 


REQUEST FOR A PRIOR OPINION OF ELIGIBILITY 


UNDER THE INDUSTRIAL RESEARCH AND 
DEVELOPMENT INCENTIVES ACT 


COMMERCIAL CONFIDENTIAL (WHEN COMPLETED) 


Name of Applicant 

Address 

Project Title 
Approximate Cost 


Description of Project (may be an attachment) 


A description of the project is required sufficient- 


ly detailed to enable persons with technical 
knowledge in the field to determine if the work 


qualifies as scientific research and development. 
It need not be lengthy but should out!ine the ob- 


jective, the method of work to be followed, the 
scientific or technological uncertainties to be 
overcome, the names and qualifications of per- 


sonnel who will carry out the work and the major + 


items of equipment required. 


Telephone No. 


Information on Business and Markets (may be an 
attachment) 


This should be a brief description of the corpora- 
tion’s facilities, business, value of sales in the 
domestic and various export markets and a state- 
ment on the corporation’s freedom to exploit the 
results of the research and development in 
Canada and export markets. 

If the corporation is not free to exploit the 
results of its research and development in all 
export markets, the countries in which it is not 
free to exploit such results and the reasons for 
the restrictions must be given. 

The Regulations provide that scientific re- 
search and development work will be considered 
likely to benefit Canada if: 

(a) The applicant is free to exploit the results 

of its research and development work; 

(b) The applicant undertakes to exploit such 
results in Canada unless, according to 
sound business judgement, it would not be 
economic to do so. 

Where an applicant is NOT FREE to exploit such 
results in all export markets, a grant may be paid 
if the Minister, Department of Industry, Trade 
and Commerce, is satisfied that the corporation 
has reasonably large export markets open to it 
and is actively exploiting or taking steps to widen 
them. 

If the project is or will be supported by any 
government or outside agency or is currently 
under review for support under any assistance 
programs, the program name or agency and con- 
tract number (if any) is required. 

The most common assistance programs for 
research and development are: 


Department of Industry, Trade and Commerce 
Defence Industry Productivity (DIP) 
Program for the Advancement of Industrial 
Technology (PAIT) 


Defence Research Board 
Defence Industrial Research Program (DIR) 


National Research Council 
Industrial Research Assistance Program (IRAP) 


REMARKS: 
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Part G 
Interpretation and Definition of Scientific 
Research and Development 


Section 2(2)(d) of the Regulations defines the 
meaning of scientific research and development 
for purposes of IRDIA. 

In general: 

(a) The primary objective of scientific research 
and development is to achieve a scientific 
or technical advance. The work elements 
that comprise a research and development 
project are those tasks essential to attain 
the primary objective. 

(b) Work, the primary purpose of which falls 
within the stages of feasibility research, 
experimentation and evaluation of experi- 
mental results during the evolution of new 
product or process, is eligible for grant. 
However, two essential conditions must be 
fulfilled: the principle of uncertainty and 
scientific content. 

The principle of uncertainty requires that 
the probability of obtaining a given tech- 
nical objective cannot be known or deter- 
mined in advance on the basis of current 
knowledge or experience; that is, the out- 
come of the project work cannot be pre- 
dicted with certainty. The technological or 
scientific uncertainty can only be removed 
through a program of systematic investiga- 
tion, experimentation and analysis by the 
use of the scientific method. 

(d) The criteria of scientific content imply that: 

(i) the scientific method is applied ina 
systematic progression of work from 
hypothesis to experiment, observation 
and evaluation, followed by logical’ 
conclusions; 

(ii) qualified personnel, having degrees in 
science or engineering OR adequate 
experience, are responsibe for the 
direction and performance of the 
research and development work. 

Examples of the eligible fields of science are 
the following: 

(a) Physical sciences, i.e. the sciences of 

material phenomena 
(i) Chemistry 

(ii) Physics 

(iii) Geology 

(iv) Meteorology 

(v) Others not specifically mentioned 

(b) Biological sciences, i.e. the sciences of 
living things 

(i) Biology, divided into Botany and 
Zoology 

(ii) Paleontology 

(iii) Pathology 

(iv) Others not specifically mentioned. 


— 


(c 


Not all the work elements in a research and de- 
velopment project will involve innovation. For 
example, although engineering work, as such, is 
not considered to be scientific research and 
development and is not eligible under IRDIA, 
engineering carried out in support of research and 
development would be eligible. It is recognized 
that the practice of engineering does not normally 
involve scientific uncertainties. Its function is 
to assemble the established technological infor- 
mation on any subject, to select whatever is per- 
tinent and, from it, work out a practical design. 
If the result is not in accordance with expecta- 
tions, the cause of failure would be either the in- 
correct application of engineering principles or 
errors of information, neither of which would 
constitute a gap in essential scientific knowledge. 
Similar considerations would apply to other pro- 
fessional skills such as computer programming, 
mathematical analysis and operations research. 
The collection or publication of daily routine 
statistics or the collection of general broad pur- 
pose data are not research and development. 
However, the systematic analysis or gathering of 
data for the purpose of explaining a scientific 
phenomenon or of advancing scientific knowledge 
would be considered scientific research. 


Process Optimization and Cost Reduction 


Process optimization and cost reduction are not 
considered to be scientific research and develop- 
ment. The necessary skills and knowledge for 
achieving process optimization, greater produc- 
tivity, greater efficiency and low unit costs of 
production are the normal attributes of a compe- 
tent management. They are represented, for 
example, by the functions of industrial engineer- 
ing, time-and-motion analyses, methods engineer- 
ing, value analyses and engineering, tool and 
machine design, etc. 

When these skills are used in any situation 
requiring an improvement, a trend toward ideal 
conditions will normally ensue and the law of 
diminishing returns will be the only limitation 
upon the attainable degree of improvement. 

Thus, process optimization or cost reduction 
do not involve any scientific uncertainty of out- 
come. For a given effort or application of skills, a 
predictable outcome results (improved cost, 
yield or quality). 


Distinction Between Development and Production 


lf the primary objective is to further improve the 
product or process by incorporating a significant 
technical advance, the work comes within the 
definition of development provided that the 
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method followed is that of systematic investiga- 
tion or search by means of experiment or analysis. 
If, however, the product or process is or has been 
substantially established and the primary pur- 
pose is 

(a) market development, 

(b) pre-production planning, 

(c) industrial, methods, plant or production 

engineering, 

(d) cost reduction, 

(e) production control, 
then the work is no longer development. 

Thus it follows that the design, construction 
and testing of prototypes will be included in 
scientific research and development (prototypes 
are the original models or standards and improve- 
ments thereto to which the product must conform 
in the production phase). Production models, 
however, are not prototypes attributable to scien- 
tific research and development nor are the first 
units of trial production prior to regular produc- 
tion. 

When prototypes are created using production 
tooling, an appropriate charge for the use of the 
tooling may be attributed to the prototype. No 
charges for production tooling, other than the 
foregoing, may be attributed to scientific research 
and development. 

Also included in development is the engineer- 
ing work required to advance the design of a 
product or process through the period of succes- 
sive experimental tests and analysis, until the 
specific functional requirements are met. At this 
point, the results can be turned over to the manu- 
facturing departments but the activities involved 
in this turnover are not attributable to develop- 
ment. If further development should be required 
to solve remaining technological problems after 
handover has been accomplished, it may be in- 
cluded in research and development. 


Pilot Plants 


In general, expenditures for the provision of a 
small scale pilot plant (less than normal commer- 
cial size) wholly attributable to research and 
development would be considered as a “capital 
expenditure”. 

Where the pilot plant is of normal commercial 
or production size for the industry concerned, 
only an appropriate allowance (for the period 
used for research and development) established 
in accordance with the corporation’s normal 
accounting practice (but not in excess of the rate 
established under the Income Tax Act) will be 
considered as a ‘’current expenditure”’. 

Where the pilot plant is less than normal com- 
mercial size and is procured for use on a special 


project or to develop a specific product, it will 
be considered to be “‘special purpose equipment 
in accordance with Regulation 2(1)(d) and its 
procurement expense will be considered as a 
“current expenditure”’. If it is subsequently sold 
or otherwise disposed of, the fair market value 
(as required by Section 5(1) of the Act) will need 
to be credited back to the research and develop- 
ment account. 

All expenditures in connection with the opera- 
tion of a pilot plant would be considered as of a 
“current’’ nature and all revenue from the sale 
or use of goods produced from the operation 
must be credited back to the research and de- 
velopment account. 


” 


Use of Production Facilities 


Where it is customary or convenient to assign a 
production facility or piece of production equip- 
ment temporarily to scientific research and de- 
velopment, an appropriate allowance for the use 
of those facilities may be included in the cost 

of scientific research and development work. 
Such allowance will be calculated in the same 
manner as shown under Pilot Plants (above). It 
cannot include compensation for lost production. 


Design and Drawings 


The cost of design of prototypes, pilot plants, 
special equipment and buildings required for 
scientific research and development is included 
in scientific research and development. The cost 
of preparing drawings, reports, formulae and 
specifications necessary to the handover of re- 
sults of scientific research and development is 
included in scientific research and development. 
However, the preparation of drawings, instruc- 
tions, data sheets, bulletins, manuals, catalogues 
and other descriptive documents pertaining to 

(a) commercial production, 

(b) production control, 

(c) sales promotion, 

(d) quality control, 

(e) customer service, 
will not be included in scientific research and 
development. 
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Part H 
Interpretation of Benefit to Canada 


Determination of benefit to Canada is defined in 
Section 4 of the Regulations. 

An application must show that the corporation 
has satisfied the criteria. 


Where a corporation is not free to exploit the 
results of scientific research and development 
in all export markets, it is required to submit a 
statement of countries in which it is not free. 
The reason why should be given. 


Part | 
Interpretation of Research and Development Cost 
Regulations 


Costing Guide 
This costing guide is provided to assist corpora- 
tions in the preparation of their applications for 
grants under the Industrial Research and De- 
velopment Incentives Act and Regulations. 

The general rule is that the costs of performing 
qualified research and development work shall 
consist only of expenditures wholly attributable 
to the prosecution of or the provision of facilities 
for scientific research and development in 
Canada. These shall consist of: 

(a) Capital Expenditures, 

(b) Current Expenditures. 


Capital Expenditures 
To be eligible for a grant, expenditures must be 
identifiable in the books and records of the appli- 
cant. Corporations undertaking research and 
development are encouraged to establish separate 
research and development burdens or cost cen- 
tres for this purpose. 

Capital expenditures are defined by the Regula- 
tions 2(2)(a) and Section 4(4) of the Act, which 
will govern in all instances. Briefly, expenditures 
for items that are general purpose in nature, 
wholly attributable to research and development, 
are purchased new, cost in excess of $100 and 
have a useful life of more than one year, would 
qualify as eligible capital expenditures under 
the Act. 


Current Expenditures 
Costs which may be included in current expendi- 
tures are defined in the Regulations 2(2)(b). 

Insofar as costs of a current nature are con- 
cerned, the rule is that such costs shall consist 
only of expenditures made in Canada in connec- 
tion with scientific research and development 
work. 

Where services, facilities and premises used 
for scientific research and development are 
shared with other parts of an organization, an 
appropriate portion of the organization’s over- 
head costs may be allocated to scientific research 
and development. Only overheads directly attrib- 
utable to scientific research and development 
will be allowed. 

Corporations are advised to establish and 
keep separate accounting records of the overhead 
costs of their scientific research and development 
operations. 

Definitions of the elements of costs may vary 
by corporations but in general they will include: 

(a) Direct Engineering, Scientific or Technical 

Labour — Wages, salaries and other normal 
payroll costs of professionally qualified 
engineers, scientists, technologists, techni- 
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cians and draftsmen properly chargeable 
to research and development. 

Direct Shop Labour — Laboratory, experi- 
mental or development shop labour per- 
formed directly on and properly chargeable 
to research and development, including 
fabrication of models, prototypes, etc. 
Direct Material — Materials and equip- 
ment (other than capital equipment) used 
up directly on the project, and the cost of 
prototypes or models made outside the 
corporation. In addition, Direct Material 
includes materials purchased solely for 
research and development work and pro- 
cessed in-house, material obtained from 
subcontractors or any other material issued 
for the work from general stocks. All 
materials shall be charged to the work at 
the net laid-down price after deducting all 
trade discounts and other similar items. 
Costs shall be credited with the amount 
received from the sale of all scrap or pro- 
duction from materials charged to research 
and development work, whether in manu- 
facturing processes or rejects due to design 
changes. Costs shall also be credited with 
the amount received from the sale of 
prototypes previously used for research 
and development purposes, or from the 
sale of the output from a prototype or from 
a pilot plant the cost of operation of which 
is being claimed as a research and de- 
velopment expense. 


Miscellaneous Direct Charges — Items 

properly chargeable directly to research 

and development work but which do not 

fall within any of the above categories. 

For example, computer rental, fees paid to 

consultants, testing services, travelling 

expenses, etc. Enough detail on the nature 

of the work carried out should be given 

in each case in order that the expenditures 

may be identified as being for scientific 

research and development. 

Indirect Expenses 

(i) Labour: supervision and inspection, 

clerical, time-keeping or tool crib 
personnel, cleaners, watchmen, etc. 

(ii) Supplies: shop fuel, lubricants, waste, 
non-durable tools and gauges, etc. 

(iii) Service Expenses: expenses of a 
general nature such as power, heat, 
light, operation and maintenance of 
assets and facilities. 

(iv) Fixed Charges: recurring charges such 
as property taxes, rentals (other than 


rentals for use of Crown-owned as- 
sets), and reasonable provision for 
allowances in respect of the capital 
cost of assets used for but not pur- 
chased solely for research and de- 
velopment purposes. (Reasonable pro- 
vision for allowances in respect of 
such capital cost shall be calculated 
at rates in accordance with the com- 
pany’s normal accounting practice. In 
no case shall these rates exceed 

those established from time to time by 
Income Tax regulations, except that 
additional allowances in respect of 
capital cost shall not be allowed.) 

(v) Miscellaneous Indirect Expenses: 

items such as purchasing expenses, 

employees’ welfare, employer's pay- 
ments to any federal unemployment or 
health funds, but not including pay- 
ments deducted from or chargeable to 
employees’ wages or pension and 
retirement payments. 

Administrative Expenses: only admin- 

istrative expenses directly attributable 

to the research and development 
function are allowable. Included may 
be salaries or a portion of salaries of 
appropriate corporate and executive 
officers, janitors, cleaners. Miscel- 
laneous necessary office and adminis- 
trative expenses such as stationery, 
office supplies, postage and others 
are also included. 

(f) Special Purpose Equipment — Will include 
those items specified in 2(1)(d) of the 
Regulations. 

(g) Current Expenditures Specifically excluded 
— Current expenditures do not include: 

(i) Any expense incurred in respect of 
any items excluded by Section 2(2)(b) 
of the Regulations; 

(ii) Expenditures NOT MADE IN CANADA. 


<. 


Allocation of Indirect Expenses 
No general rule is applicable in all cases. The 
proper proportion of indirect costs chargeable to 
research and development work will depend on 
the relevant facts and circumstances, subject to 
the requirement that all items with no relation 
to the work shall be eliminated from the amount 
to be allocated. 

When a portion of common costs have been 
allocated as research and development expendi- 
tures, the method used to allocate the costs 
between research and development and other 


company activities should be fully described. 
The reasoning for the method of allocation used 
must be supported by appropriate data such as 
company’s financial statements. 

The following should be considered: 

(a) Engineering Burden 

Overhead costs that support the scientific or 
engineering staff should be segregated from 
normal overheads and accumulated in separate 
accounting records. Major items comprising en- 
gineering overhead should be provided. 

(b) Factory Overhead 

Normally factory overheads should be allo- 
cated as research and development expenditures 
in proportion to the direct factory labour salaries 
or wages utilized for research and development 
activities. A schedule of the elements and 
amounts included as well as the calculation 
should be shown. 


(c) General and Administrative Overhead (G&A) 

Normally general and administrative overheads 
should be allocated to research and development 
in the ratio of total research and development 
expenditures to the company’s total cost of pro- 
duction (subjective estimates of time spent by 
managerial staff are not considered to be suitable 
methods of allocation). 
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Department of Industry, Trade and Commerce This form is prescribed and COMMERCIAL CONFIDENTIAL 
APPLICATION FOR GRANT under the authorized by the Minister (when completed) 
Industrial Research and Development Incentives Act of Industry. Trade and Commerce 


Application must be made within six months following fiscal year end (For exceptions see sec. 3/3) & (4) Act) 


INSTRUCTIONS: Submit this form in 3 copies to: Department of Industry. Trade and Commerce, IRDIA Program Office, Ottawa, Canada, K1 A VHS 


1 
2 — Before completing this application, read the IRDIA brochure and study the suggested formats available from the above address. 
3 — Applicant MUST complete 1, 2, 3,5 and6 — Also 4 if associated with other Corporations. Complete all spaces. Show NIL if not applicable 


SUBMIT REQUIRED SUPPORTING INFORMATION IN 2 COPIES. Please check (below or show N/A if not applicable. 
Description of Business and Markets ) Description of R & D Projeets O List of Capital Assets Disposed of 


List of countries in which not free to exploit Cost Breakdown by Project(s) 


O 
List of Associated Corporation(s) 0D 


Description of R & D Facilities List of Capital Assets Acquired Financial Statements (] copy only) 


Name and Address of Corporation : Fiscal Period of Claim 
trom 


to 


Total Sales in This Fiscal Period 
Domestic 


$ 


~ AGGREGATE CURRENT EXPENDITURES ON SCIENTIFIC RE- AMOUNTS TO BE SUBTRACTED 


1 SEARCH & DEV E_OPMENT IN CANADA IN GRANT PERIOD 


Current Expenditures on R&D ES ee 


(Sec. 5(1)(a)(i) Act & Regs.) ETS oe 


2 


Amount Paid to Applicant 
(See. S(1)(b) Act) 


Export 
$ 


Other Amounts to be Subtracted 
(See. S(1)(c)&(d) Act) 


Payments to an Approved Association 
(Sec. 5(1)(a)(ii)(A) Act) 


Number of Employees at Il nd 
of This Fiscal Period 


Average of bligible Current 
Expenditures in Base Period 
(Sec. 6 & 7 Act) 

Show calculations on separate sheet 
for periods less than 12 months. 

19 


19 
19 
19 
19 


Payments to an Approved University, 
College, Research Institute 
(See, 5(1)(a)(ii)(A) Act) 


- INCREASE IN 
CURRENT 
EXPENDITURES 


P-e =v 


ENTER NIL IF 


1S GREATER THAN |A> 


Payments to a Resident Non-profit 
Corporation Constituted for R&D 
(Sec. 5(1)(a)(1i)(B) Act) 


Payments to a Resident Corporation 
Incorporated in and Carrying on Business 
in Canada (Sec. 5(1)(a)(ii)(C) Act) 


Repayments under Government Programs 
(Sec. 5(1)(a)(iili) Act) 


L_, Divide total by 5= 


TOTAL A /—_____________ TOTAL => 3 
- ASSOCIATED 1 Lf SNOTE: THE TOTALS OF A a ierioy — & r i 
CORPORATION ONLY | the aggregate current expend- 1 he leet 
(List names separately) SS Se itures, the amounts to be Ee, ey ee || ae hy et 
: 3 5 ; subtracted and the increase in eA Plage 
FRCS ERT erp mene . current expenditures for each 2 oe Y 
U a f = ee associated corporation is com- * =: = “i = - —- =—- —- = 
(Use separate sheet if necessary) A , puted in the same manner as j loa 5 
@® NOTE 3 shown in 1, 2, and 3 above. 2 | {eg 
Enter amounts in same order Sete aS Totals) . (©) & ® include Sp Ses Ee 12S) ee ae 
as listed in statement attached yn 
PS eV 


TOTAL | TOTAL (a) 1 


i 


Share of Increase in Current Pe eo = 
Expenditures Applicable to Applicant : x © © 


5 - COMPUTATION OF NET GRANT ;— IF,NOT ASSOCIATED ENTER ‘C” 
Increase in Current Expenditures \_ [F ASSOCIATED ENTER © 


Aggregate of Applicant's Capital Expenditures on Research and Development in Grant Period 
(Sec. 4(2)(a) Act) 


Total Allowable Research and Development Expenditures 


Grant Applied for with Respect to this Grant Period 


Aggregate of Amounts Recoverable in Respect of Capital Expenditures Made in Previous Grant Periods and not Repaid 
(Sec. 10(1)&(2) Act) Vv 


way Sa 
NET GRANT Si = \H Check if to be Credited against Income Tax Liabilities C] ae . 


6 CERTIFICATION, UNDERTAKING AND AUDITOR'S REPORT (Sec, 3 & 4 Regs.) 


CERTIFICATION: I CERTIFY that this application, including accompanying schedules and statements, is complete and true; all scientific research and develop- 
ment work described in the statements which the corporation financed in whole or in part was carried on to strengthen its business or facilitate an extension of its business: and the 
corporation is free to exploit the results of such work in Canada and all export markets and that exceptions if any are named in the statements attached. (See. 3&4 Reps.) 


ie 


Authorized Signing Officer Official in Charge of R & D 


<q Type Name and Title > 


UNDERTAKING: The corporation undertakes to exploit in Canada | AUDITOR'S REPORT. We have examined the application for grant under the Industrial Research 


the results of the research and development described in the certification 


unless, according to sound business judgement, it would be uneconomic | and Development Incentives Act of oe = 2 = eee Wee Limited 
to do so. (Sec.4 Regs.) —=—- 7 ~~ : mein raed 

2 ~S R for the year ended (24% gs Ae . Our examination included a veneral review 

me \ of the accounting procedures, with particular reference to direct and overhead costs constituting the 

, . amounts of research and development expenditures listed in the application: the determination of what 


; COMPANY SEAL \ constitutes research and development was made by the company based on its interpretation of the 
Industrial Research and Development Incentives Act und Regulations thereunder. We have made such 
tests of accounting records and other supporting evidence as we considered necessary in the curcum- 


\ if stances. 

\ 7 In our opinion having regard to the Industrial Research and Development Incentives Act and 
‘ Regulations thereunder, the application for grant presents fairly the amount of research and development 
DS c expenditures listed therein for the year ended ao i m. 
he, s =e determined on a reasonable and appropriate basis of accounting consistent with that of the preceding 

Zz year. (This may be a separate report) 

Date ee | Date Signature 

Authorized Signing Officer Public Accountants 


<4 Type Name and Title > 
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DEPARTMENT OF INDUSTRY, TRADE AND COMMERCE 


SUGGESTED FORMATS for Information to Support an Application for Grant 
© See part E of IRDIA Book ‘‘HOW TO APPLY FOR A GRANT” e 


COMMERCIAL CONFIDENTIAL (when completed) Description of Research and Development Facilities 


XYZ Company Limited Location: 


— - Description of Facilities: 
Description of Business and Markets ie., A section of our plant comprising 1,000 sq. ft. or 5% of total plant 


List of countries to which company is NOT FREE to exploit results of Pach sl tesa viet er nis R & D activities related to etc... 
Research and Development. (please describe company’s method of identifying and assigning projects 
Countries Reasons within the organization). 


The following equipment and personnel are elements of our 
Research and Development facilities: 


Principal Source of Revenue: 
i.e. Company manufactures and sells welded amd seamless steel pipe ; ; 
tubing Major Equipment: 


Markets: Personnel: 


Market Area Sales a) Professional staff, (Please list number and classification) i.e., chemists, 
etc. 
Sine ae b) Technologists, (please list number and classification) 
Europe XXX &) Service staff 
(Other, Please list) XXXX 
Scientific Research and Development Project Description Details of Project Expenditures and Labour 
Fl eae Budine Clo ond HAD Oe CARO R Outen Project No. PrN ee Current Expenditures Total de Peele 
CUNT ENISE XDENG ILE CSio cee oNemer ane fe. wicca se Seeks ee aoc nae x 
Research and Development Labour 
Purpose: Professional staff 
One or two paragraphs stating clearly the following: (Scientists, Engineers etc.) 
a) The objective of the program and how it relates to the business aims Doltarsizy |larenavoaamsne:|eccaaeaciet | euch teen. 
of the company. IVEWENODIRANIS clorcroa. alt coco collem 6 cos cue 
b) The scientific or technological uncertainty that most be resolved Support staff 
c) How the work represents an advance in scientific knowledge, or a 
d) In what way is a new or improved product, process, material or (technicians, laboratory 
device to be accomplished. assistants, draftsmen, etc. 
WOllarsuy|levetemenseetsl [ice a teya ea llcee tome ray sec 
Method: : Man -Roursis||sisl creel: po 6.0 dwilliéo oo oma 
One or two paragraphs explaining the following: Direct Material 
a) How the scientific method was used (i.e., the sequence of hypothesis, (list major elements and amounts) 
experimentation, observations and conclusion in the pursuit of the - - 
above objective. Special Purpose Equipment 
b) What variables or parameters were studied to resolve the scientific or (Describe purpose and nature) 
technical uncertainty. 7 : | [ 
c) How the work to date represents one or all of: a feasibility study, |Miscellaneous Direct Charges 
experimentation, and/or evaluation or results. (Include payment for outside services, 
d) Facilities and major items of equipment used. Consultants, computer fees, etc.) 
(List major elements and amounts) | | 
Progress to date: _ : : Direct Shop Labour Cost 
A brief statement, outlining, starting and completion dates, what was ; 
accomplished during the period under application for grant, and the | {If applicable) | 
probable course of work on the project in future years, Indirect Expenses (excluding G & A) | 
eas eae (List elements and amounts 
Names and Qualifications of Key R & D Personnel: ee . aaa ) 
State names, qualifications, years of experience and responsibilities. |General and Administrative (G & A) 
(List elements and amounts) 
Reports or Patents: Total Gu ot eT : ] T 
State titles, authors and dates of any reports or patents relating to the |!0tal Current Expenditures per project 
project. (The grand total of all projects should 
equal the aggregate of item (A) Part 1 
Source of Funds: of the application) 
If cost were shared indicate the participation of each member. 
Record of New Capital Assets Acquired in the Grant Period 
(Important: Include all capital assets for which application is made) 
® See Application for Grant Form @ 
Reference No Asset or Brief Acquisition | Capital Cost if 
(G2; sete) Asset Group No 


Description Date Purchased Constructed | 


Record of Capital Assets Disposed of, Transferred to Other Use, Lost, Damaged or Destroyed during the Grant Period 


(Important: Cross-teference, using original asset or asset group number) 
® See Application for Grant Form @ 


Reference No Asset or Brief Acquisition Amount of Grant 


ae Capital Cost Recoverable as Remarks 
(1, 2, 3 etc.) Asset Group No Description Date pet Recutatiens 
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